Publisher of Consumer Reports

B

FesEivE,
Office of the Secretary 001 2 1 19%

Federal Communications Commission

1919 M. Street, N.W. FCC maIL RCOM
Washington, D.C. 20554 HLE COPYO

RE: CC Docket No. 96-128 (FCC 96-388)
In the Matter of Implementation of the

Pay Telephone Reclassification and Competitive Provisions
in the Telecommunications Act of 1996

To the Secretary:

Enclosed herewith for filing with the Commission are an original plus fourteen copies of
the Petition for Reconsideration of Consumers Union Southwest Regional Office, Center
for Economic Justice, Public Citizen, Texas and Texas Citizen Action, in the above
captioned matter. In addition, we are submitting two copies directly to the Common
Carrier Bureau as requested.

Please acknowledge receipt by affixing an appropriate notation on the duplicate copy of
this letter furnished herewith for that purpose and returning same to the undersigned in
the enclosed, self-addressed envelope.

Sincerely,

@gz/ M
Janee Briesemeister

Senior Policy Analyst

cc: Common Carrier Bureau

Southwest Regional Office
1200 Guradaline - Suite 100 - Austin - Texas 78701-1643 - (512) 477-4431 - FAX (512) 477-8934

@1

s TN .



BEFORE THE
FEDERAL COMMUNICATIONS COMMISSION
Washington, D.C. 20554
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Operator Service Access and
Pay Telephone Compensation

Petition of the Pubic Telephone

Council to Treat Bell Operating Company
Payphones as Customer Premises
Equipment

Petition of Oncor Communications
Requesting Compensation for
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Petition of the California Payphone
Association to Amend and Clarify
Section 68.2(a) of the
Commission’s Rules
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CC Docket No. 91-35

PETITION FOR RECONSIDERATION BY
CONSUMERS UNION SOUTHWEST REGIONAL OFFICE
CENTER FOR ECONOMIC JUSTICE
PUBLIC CITIZEN, TEXAS
TEXAS CITIZEN ACTION



1. Pursuant to Section 1.429 of the Federal Communications Commission (“FCC”)
Rules, Consumers Union Southwest Regional Office, the Center for Economic Justice, Public
Citizen’s Texas office, and Texas Citizen Action (“CU, et al.) hereby submit a Petition for
Reconsideration of the FCC’s Report and Order adopted September 20, 1996 in the above-
captioned proceeding. CU, et al are non-profit public interest organizations in the state of Texas
who frequently represent the interest of residential and low income consumers in telephone
regulatory proceedings. Our groups opposed efforts in Texas to raise the price of a local coin
payphone call in Texas because of the threat to universal service. CU, et al respectfully request
the FCC’s reconsideration of the plan to establish so-called market-based local rates at
payphones.

2. CU, et al requests that the FCC reconsider its decision with respect to the pricing
of intrastate payphone service rates, especially local coin calls, on two grounds. First, this
decision represents a clear and unwarranted preemption of Texas’ authority over intrastate
ratemaking. Second, the FCC’s decision to allow unrestricted local coin calling rates from
payphones is clearly contrary to the public interest of the citizens of Texas and jeopardizes
universal service in our state, which has a large low income population and a low rate of

telephone subscribership.

3. CU, et al, concurs with that portion of the Petition for Reconsideration of the
Public Utility Commission of Texas filed in this proceeding, which argues that the local
payphone pricing plan exceeds the authority of the FCC to implement Section 276(b)(1) of the

Federal Telecommunications Act of 1996.



4, The order states, “once competitive market conditions exist, the most appropriate

way to ensure that PSPs receive fair compensation for each call is to let the market set the price
for individual calls originated on payphones” (Report and Order §49). However, the payphone
market is not competitive for the end user. The competition in payphones is for location, and
location owners require substantial commissions from PSPs, thus increasing the rates charged to
the end user. End users have no choice, but to use the phone or drive or walk to another location
which may not necessarily have cheaper rates. Indeed, the order contemplates that when
monopoly conditions such as those described above exist the state commissions would have the
authority to require that payphones be placed in locations by competitive bidding. However, in
Texas our commission does not have authority over location providers and could do nothing to
prevent price gouging under the conditions described above.

5. The issue of payphone rates has been vigorously debated over the past year in
Texas. The payphone industry sought to increase the local coin rate from 25 cents to a cap of 50
cents. CU, et all opposed the effort and were successful in convincing the Texas PUC that the
increase was not warranted by cost, that the market for local coin calls in Texas is not
competitive, and that universal service in our state will be threatened by such a rate increase as a
significant number of Texas families rely on payphones as their primary phone. CU has filed
comments in the Texas rulemaking proceeding, Project No. 14559, which discuss in detail the
payphone market in Texas and the negative impact a payphone rate increase would have on

consumers, particularly lower income consumers. These comments and related news articles are

attached to this petition.



6. The payphone issue is complex and the FCC has put considerable effort in this
rulemaking. We respectfully request that the FCC give serious consideration to this petition, as

we are already well aware of the negative reaction of residential consumers to proposed rate

increases for local coin calls in Texas..

Respectfully Submitted,

Consumers Union
Southwest Regional Office
1300 Guadalupe, Ste. 100
Austin, Texas 78701

Center for Economic Justice
1905 Kenwood Ave.
Austin, Texas 78704-3633

Public Citizen, Texas
1800 Rio Grande
Austin, Texas 78701

Texas Citizen Action
1714 Fortview Rd, Ste 103
Austin, Texas 78704-7659

October 18, 1996

C ?ﬁ/MBy’ WM
Janee Briesemeister
Senior Policy Analyst

Consumers Union
Southwest Regional Office
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19 October 1995

Ms. Paula Mueller

Secretary of the Commission
Public Utility Commission of Texas
7800 Shoal Creek Blvd.

Austin, Texas 78757

RE: Project No. 14559

Dear Ms. Mueller:

Attached are an original and 13 copies of the Comments of Consumers Union on Project

No. 14559, relating to Substantive Rule §23.54, Pay Telephones. Please file stamp the extra copy
for our records.

Sincerely,

Janee Briesemeister
Senior Policy Analyst

Southwest Regional Office
1300 Guadalupe + Suite 100 - Austin * Texas 78701-1643 - (512) 477-4431 < FAX (512) 477-8934 o 2%
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COMMENTS OF CONSUMERS UNION
BEFORE THE PUBLIC UTILITY COMMISSION
ON PROJECT NO. 14559
SUBSTANTIVE RULE 16 TAC §23.54,
RELATING TO PAY TELEPHONE PROVIDERS

19 October 1995

Consumers Union' submits the following comments on Project No. 14559,
relating to pay telephone providers.

Local Coin Calls

The local coin rate was the subject of some controversy as HB 2128 was debated
during the last legislative session. The pay telephone industry proposed increasing the
local coin rate on a measured service basis. Initially the industry sought a maximum
local coin rate of $1.50 and finally settled on a 50 cent cap. However, Senator Rodney
Ellis amended HB 2128 in the Senate Economic Development Committee to remove the
50 cent local coin rate. There was no opposition to his amendment.

It has been the policy of this state to promote affordability and availability of local
phone service. Pay telephones are an important component of local service. Texans who
travel for business, make emergency calls (other than 911) and those currently without a
telephone in their homes are most affected by the local coin rate. Indeed, Texas has a
significant number of households lacking phone service who are dependent on payphones
to conduct their daily business, including looking for a job, calling their children’s school
or doctor, etc. (See Attachments 1-4). Pay telephones are the lifeline for many lower
income Texans. The public interest demands that local coin calls remain affordable. If

! Consumers Union is a nonprofit membership organization chartered in 1936 under the laws of the
state of New York to provide consumers with information, education, and counsel about goods, services,
heaith, and personal finance; and to initiate and cooperate with individual and group efforts to maintain and
enhance the quality of life for consumers. Consumers Union's income is solely derived from the sale of
Consumer Reports, its other publications and from noncommercial contributions, grants and fees. In addition
to reports on Consumers Union's own product testing, Consumer Reports, with approximately 5 million paid
circulation, regularly carries articles on health, product safety, marketplace economics, and legislative,

Judicial, and regulatory actions which affect consumer welfare. Consumers Union's publications carry no
advertising and receive no commercial support.

Southwest Regional Office
1300 Guadalupe * Suite 100 - Austin - Texas 78701-1643 - (512) 477-4431 - FAX (512) 477-8934 et
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Comments of Consumers Union
Project No. 14559

19 October 1995

Page 2 of 4

the Legislature did not attach such a public interest obligation to payphones it would not
have imposed rate caps and other consumer protections pertaining to payphone service.

In this rulemaking the Commission staff proposes to cap the rate for local coin
calls at 25 cents (§23.54 (g)(1)(B) ). Consumers Union supports the staff’s proposal
because it is in the public interest and supports the goal of universal telecommunications
service. A 25 cent cap is also consistent with the legislative intent of HB 2128. In
addition, we recommend that subparagraph (g)(1)(B) be clarified to ensure there will not
be automatic rate increases for those local exchange carrier (LEC) payphones where a
local coin rate of less than 25 cents was set in a rate case.

Response to Proposals Made at the Public Hearing on October 5

At the public hearing on Project No. 14559 representatives of the Texas Payphone
Association, Southwestern Bell and GTE each testified in favor of local coin rates of 50
cents or greater.” In other words, payphone providers are requesting a 100% rate increase
(a 500% increase for those phones still charging 10 cents). Consumers Union vigorously
opposes such an outrageous rate increase.

A local coin rate increase is obviously contrary to the legislative intent of HB
2128. Why would the Legislature cap local rates for electing companies, but allow a
100% rate increase for local calls on payphones? Why would the Legislature cap other
charges at payphones, including local calls made with calling cards, but allow a 100%
rate increase for local coin calls? Why would the Legislature, after agreeing with
industry arguments in favor of a 25 cent set use fee, then allow charges of more than 25
cents for a local coin call? One must stand the intent behind PURA Sec. 3.2625 on its
head to come up with any rationale for a rate increase for local coin calls.

A 50 cent local coin call is also out of step with charges permitted in other states
(See Attachment 5, NARUC Compilation of Coin Telephone Rates For Major Telephone
Companies). A 50 cent local rate will give Texas the distinction of being the state with
the highest payphone rates in the c‘ountry3 while at the same time having one of the
highest percentages of families without a phone in their home.

% See Transcript of the Hearing on Project No. 14559, October 5, 1995. Tr. at pp. 8-10 (TPA), Tr. at pp.
11-13 (SWB), and Tr. at p. 14 (GTE).

*In a few states with measured service the total cost of a call could be higher than 50 cents. However, at
measured service charges of 10 cents for the first 5 minutes and 5 cents for every 3 minutes thereafter, only
calls longer than 29 minutes would cost more than 50 cents.



Comments of Consumers Union
Project No. 14559

19 October 1995

Page 3 of 4

Representatives of private payphone providers and LECs also claimed that a 50
cent local rate is cost justified and promised to submit supporting cost data with their
formal comments. The Commission should not (an legally cannot) allow one interested
party to submit rate data in a rulemaking with the intention of setting new rates without
allowing other interested parties the right to seek discovery, cross examine witnesses,
etc., through a contested case procedure. The Commission is justified in setting current

rates as the rate cap in this rulemaking because those rates were initially set in a contested
rate case following due process procedures.

Finally, in making their request for 50 cent local calls, several industry
representatives claimed that a 50 cent rate is the appropriate price response in a
competitive market. How can an industry justify a 100% rate increase and at the same
time claim the market is competitive. The fact that all payphone providers claim a 50
cent rate is justified suggests collusion rather than competition.

At the public hearing LEC representatives also claimed that because payphone
services are included in Basket III (Subtitle H) the local coin cap should not apply to an
electing LEC.’ Under the LECS’ interpretation, none of Sec. 3.2625 would apply to an
electing company. The result would be absurd: an electing company’s so-called
competitors would be subject to all of the rate caps imposed by Sec. 3.2625 of PURA

while electing companies would be free to price at any level they choose in the absence of
real competition.

In matters of statutory construction the statute must be read as a whole. In
addition, the more specific language is controlling over the more general. The only
correct interpretation of the statute, read as a whole, is that electing companies have the
ability to flexibly price services from payphones only to the extent a rate is not limited
under Sec. 3.2625. The Commission should also note that Sec. 3.2625 (i) defines

“provider of pay telephone service” as any provider, including an incumbent LEC, and
makes no exception for electing companies.

LEC Exemption From Rate Caps in §23.54 (g)(1)(E)

As proposed, the provisions of §23.54 (g)(1)(E) exempt LEC payphones from
limits on the amount that may be charged for credit or calling card or operator assisted
calls. PURA Sec. 3.2625 (e) requires the PUC to set limits on credit card, calling card
and operator assisted calls. The correct reading of PURA Sec. 3.2625 (e) is that rates for

* The Commission should note that GTE/Contel have filed tariffs reducing the per call charges to private

pay telephone providers. This is but one example of costs declining while the industry is seeking a
substantial rate increase.

*Tr.p. 12
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these services charged by incumbent LECs are governed by the LEC’s last rate case; rates
charged by companies electing under Subtitle H are governed by that subtitle (for
example, operator assisted calls fall into Basket II); and rates charged by other companies
are capped under the provisions of that subsection.

Maximum Charges

We support the proposed provision in §23.54 (g)(2) which requires that maximum
charges must include all fees, surcharges and other forms of compensation that will
ultimately be charged to the end user. In other words, maximum charge must mean the
maximum charge. The Legislature intended to impose cost caps, not loopholes.

Confinement Facilities

The proposed amendments exempts phones accessible to inmates of confinement
facilities (prisons and local jails) from the rate caps and other consumer protections of
this rule. Access to a phone is a legitimate issue for confinement facilities. Rate caps,
posting and the like are consumer protection issues that should not be denied to anyone
regardless of their circumstances. Consumers Union recommends the Commission delete
the exceptions made for confinement facilities.

Exempting phones in confinement facilities from the consumer protections of Sec.
3.2625 of PURA punishes the families of inmates, not inmates. It is most common that a
phone call made from a confinement facility will be charged to the called party. The
families of prisoners are very likely to be of lower income. Family members should not
be punished with additional costs. PURA Sec. 3.2625 was designed to protect members
of the public from excessive charges.

In addition, the Commission does not have authority under PURA to exempt any
payphone in any location from the provisions of the law. PURA makes no provision for
exempting phones in confinement facilities from Sec. 3.2625.

If the Commission take oral comment on this rule Consumers Union requests the
opportunity to make a statement.
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will have early:access to the much .

more sophisticated array of technol-
ogies offered through an informatjon
superhighway, 1t could take decades
for their homes and commuinities tq
gain such acoess. And thal, experts
said, could widen the class and cdu-
cational gaps in society.

“Everyone should have access to a
telephone,” said Jeff Chester,; execu-
tive director of the Cenler for Media
Education. “This is the first step 1o

insuring they, won! be bypassed in’

the information age.” . .
Chester’s organization recenlly

released a study with other groups

charging that the initial plans of tele-

phmeoompama to mstzll new com-.

munications networks indicated that
poor and minoxily communities
would be undergerved, : =
‘Mary Gardiner Jones, pmsulent‘d
the Alliance for ‘Public Technology,
said that, in plarining for the new
techmologics, Tittle priovily has been
given tomsumagacmsbytbepoor
She said she cpuid envision excnmg

educational programs using interac-"

tive and video technologies, but
feared that schools in the poorest
communities—where many children
are, also without telephones at
home— would be the last to be able to

tap in.

@

Susan Goldman, a psychologist and
co-director of the Learning Tecimolo-
gy Center at Vanderbilt University,
said Ake lack of telephiones at homne

- -makes it more important for poor chil-

dren to be in well-equipped schools.
But there is no indication, she said,
that schools in poor neighborhoods
will be given equal acoess to the new

_technologies. - -

“The gap i going to widen,” she
said. "Instead ofinformation technol-
ogy being a viay to bring more and

- better educational opportunity to
- more childven, it’s going (o be a way
"W increase the gaps belween the

haves and the have-nots.”
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NARUC No. 30-1995 « July 24, 1995

FCC Seeks Comment on Initiatives to
Increase Telephone Subscribership

The Federal Communications Commis-
sion has opened a proceeding to explore a
variety of initiatives lo increase telephone
subscribership.  While telephone
subscribership in the United States aver-
ages 94%, certain segments of the popula-
tion have much lower subscribership rates,
and three states have average
subscribership rates below 90%.

" The Notice of Proposed Rulemaking
(NPRM)recently adopted seeks conunents
on ways in which the market can work to
reduce obstacles that prevent those who

want telephone service from being able to -
afford it and help those with service to =~

maintain it. The Commission stated that its
review of non-subscribership data and the
reasons for non-subscribership, together
with the ever-broadening variety of ser-
vices being offered, indicate that a combi-
nation of measures may offer the best op-
portunity to enhance individuals’ ability to
subscribe. The NPRM seeks, in particular,
information on ways wireless and cable

 technologies can be used and will be avail-

" able in the future to meet this goal.

According to several recent studies, a
large percentage of those disconnected
from the network once received telephone
service. The NPRM identifies potential
alternatives to help reconncct past sub-
scribers disconnected for failure to pay
long-distance charges and to help low-
income subscribers stay connected. - To
help keep these subscribers on the net-
work, the Commission is considering re-
quiring Local Exchange Carriers (LECs)to
offer interstate long-distance blocking at
reasonable rates, and seeks information on
LECs’ ability to offer related services such
as limiting interstate long distance usage to
preset monthly charges or minutes of use.
Altematively, the Commission is consider-
ing whether to prohibit LECs from discon-
necting local service based on nonpay-
ment of interstate long-distance charges.
__To promote reconnection of former
customers who face the obstacle of large
deposits, the Commission is seeking infor-
mation on proposals to require carriers to

; adjust deposit requirements for low-income

subscribers if they agree to commensurate
limitation of long-distance service.

The NPRM also seeks comment on
ways to connect schools and libraries to
the network. In addition, the NPRM seeks
comment on how the marketplace can op-
erate to make services such as voice mail-
boxes available to highly mobile low-in-
come persons, and whether Link Up assis-
tance should be extended to cover such
services for low-income individuals not
already telephone subscribers.

Action by the Commission July 13,
1995, by Notice of Proposed Rulemaking
(FCC95-/1)).

Common Carrier Bureau contacts:
Andrew Mulitzat (202)418-0827, George
Johnson at(202)418-0866, Tim Peterson at
(202)418-0847.

Non-Subscribership Data

Although the overall subscribership
rate is just under 94%, we find substantially
lower rates for the following populations:

- African American households (1994)

85.7% have telephone service

- Hispanic households (1994): 86.0%
have telephone service

- rural American Indians: about 50%
have phone service

 less than 70% of households on Food
Stamps have telephone service

- less than 60% of households com-
pletely dependent on welfare have phone

. service

- All unemployed adults (1994); 87.8
percent have teleplione service

- All unemployed African Americans
(1994): 81.1 percenthave telephone service

" - All unemployed Hispanics (1994):

84.1 percent have telephone service

Note: Items with “(1994)" are taken
from 1995 Monitoring Report issued by the
Commission in May 1995. Welfare and
Food Stamp data taken from 1994 paper by
Schement, Belinfante and Povich, “Tele-
phone Penetration 1984-1994.” Informa-
tion on American Indians taken from NECA
filing, 12-14-94, before FCC.
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THE EVOLUTION OF UNIVERSAL SERVICE IN TEXAS
John B. Horrigan
Lodis Rhodes

Who are the phoneless? '
® The LBJ School surveved 172 phoneless individuals in Texas, 70 percent in urban areas and 30

percent in rura] areas. 88 percent had monthiv incomes of less than $1,200. 22 percent of respondents
were white, 47 percent African-American. and 29 percem Hispanic.

Have the phoneless had telephone service in the past?

® Over three-quarters (77 percent) have had phone service in the past. and 34 percent had service within
the past three vears. Only 5 percent stated they did not want or need tefephone service. 7 out of 10
phoneless people had service disconnected due to outstanding bills. -

What are the barriers to the phoneless having service today?
® About 60 percent of respondents stated that long distance charges make service affordability
difficult. 47 percent said use of the phone by others in the household created affordability problems.

‘® 60 percent stated that past outstanding bills, which average S191 m Texas, prevented them from
having service. Over half said that the S150 reinstallation charge (if disconnected due to outstanding
bills) would prevent them from gerting service. Past bills must be paid before recomnection, even though
the 3150 is waived for those who qualify for assistance programs.

® The affordability of local service is not a problem for most phoneless households. 33 percent said
that the cost of local service was not a barrier to service.

Are they aware of universal service programs designed to help them?
‘® No. 69 percent were unaware of phone company programs to provide assistance. Of those who were

aware, over half (52 percent) had heard of programs from friends or relatives, 12 percent from mailings,
and 12 percent from social service agencies.

What is the communications behavior of the phoneless population?

® 65 percent use the phone to contact others, mostly by pay phone or from homes of friends or family.
6 percent have pagers. 75 percent expressed interest in toll blocking services, while 51 percent expressed
imterest in voice mail service only. As for other media, 95 percent have televisions, 40 percent have cable
service, and 3 percent have home computers.

What are the policy implications of the LBJ School's findings?

‘® Phoneless people want conrrol over their monthly phone expenditures, as evidenced by concern over
variable long distance charges and the fact that many subscribe to cable, a certain monthly expendrture.
Yet they also want choice of established and new services, as evidenced by cable and computer use. We
recommend a credit card model for unmiversal service, i.e., a prepaid card for qualified individuals that
would prevent them from running up long distance bills..

Horrigan is a PhD. Candidate at the LBJ School of Public Affairs.
Rhodes is a Professor at the LBJ School of Public Affairs.

More information abour this report is available at the World Wide Web site of the
iicnre thr Public Technolognv- hirp: apt.nrg
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TABLE 163 - COIN TELEPHONE RATES FOR MAJOR TELEPHONE COMPANIES

353

—_AGENCY MAJOR TELEPHON PANLES COIN RATE
ALABAMA PSC_ CONTEL OF THE SOQUTH, GTE SOUTH, SOUTH CENTRAL BELL 25
ALASKA PUC ANCHORAGE TELEPHONE UTILITY, MATANUSKA TELEPHONE ASSOCIATION .15

GTE ALASKA, TELEPHONE UTILITIES OF AULASKA, TELEPHONE UTILS. OF NORTHLAND .10
ARTZONA CC TCITIZENS UTILITIES, GTE WEST, INC., US WEST COMMUNICATIONS, NAVAJO .25
ARKANSAS PSC ALLTEL, GTE SW, SW BELL 105/
CALTFORNIA PUC CONTEL, GTE, PACIFIC BELL .20
COLORADG PUC 10/{ US WEST COMMUNICATIONS (FORMERLY MOUNTAIN BELL) .25
CONNECTICUT DPUC NEW YORK TELEPHONE, SOUTHERN NEW ENGLAND TELEPHONE, WOODBURY TELEPHONE .25
DELAWARE PSC DIAMOND STATE TELEPHONE COMPANY .25
B PSC | BELL ATLANTIC (FORMERLY CHESAPEAKE & POTOMAC TELEPHONE) .25
FLORIDA PSC CENTRAL TELEPHONE OF FLORIDA, GTE FLORIDA, SOUTHERN BELL, UNITED FLORIDA .25
GEORGIA PSC GTE, SOUTHERN BELL TELEPHONE 25 4/
HAWAIT PUC GTE-HAWAIIAN TELEPHONE COMPANY 25
10AHC PUC GTE NORTHWEST, US WEST .25
GEM STATE UTILITIES -10
NON-LEC PAYPHONES NOT REGULATED
TLLINOIS CC CENTRAL TELEPHONE OF ILLINOIS, AMERITECH-ILLINGIS .25
GTE ILLINGIS, ILLINOIS CONSOLIDATED TELEPHONE CCMPANY §c5)
— _ GTE_NORTH . .
TNDIANA URC 6/| INDIANA BELL, GTE NORTH, UNITED OF [NDIANA 1 .25
IOWA UB 17| GTE IOWA, GTE NORTH, GTE SYSTEM OF 1CWA, US WEST, VISTA 1/] varies
KANSAS SCC SCUTHWESTERN BELL, UNITED TELEPHONE 25 3/
KENTUCKY PSC | GTE, CONTINENTAL, SOUTH CENTRAL BELL, CINCINNAT! BELL, ALLTEL .25
LOUTSTANA PSC CENTURY TEL., CAMPTI1-PLEASANT HILL TEL., CAMERCN TEL., CENTRAL LOUISIANA TEL., .25
SOUTH GENTRAL BELL 225
MAIRE PUC NYNEX (2 MINUTES CALLING LOCAL AREA LESS THAN 20 MILES) .25
OTHER [NDEPENDENTS e 10-.25
MARYULAND PSC | BELL ATLANTIC-MARYLAND (FORMERLY CHESAPEAKE & POTOMAC TELEPHONE CGMPANY) .25
MASSACHUSETTS DPU NEW ENGLAND TELEPHONE & TELEGRAPH a0 7
MICHIGAN PSC CENTURY TELEPHONE, GTE OF MICHIGAN/GTE SYSTEMS .20
MICHIGAN BELL TELEPHONE (1994) . «25
MINNESOTA PUC VISTA TELEPHONE, CONTEL, GTE, US WEST, UNITED ,10-.25
MISSISSIPPI PSC SOUTH CENTRAL BELL TELEPHONE COMPANY, 20 IND Nt TELEPHONE COMPANIES .25
MISSOURT PSC GTE MIDWEST, ALLTEL, M R1 T Sw B UNIT ¥
MONTANA PSC US WEST (FORMERLY MOUNTAIN STATES TEL), CITIZENS TEL .25
NORTHWESTERN YELEPHONE SYSTEMS .10
— N-LEC PAYPHON LATED
NEBRASKA PSC GREAT PLAINS TELEPHONE COMPANY, GTE MIDWEST, LINCOLN TELEPHONE, UNITED 25
US WEST .35
——— | MON-LEC PAYPHONES NOT REGULATED
NEVADA PSC NEVADA BELL, CENTRAL TELEPHONE, CONTEL, RIO VIRGIN .25
NEW HAMPSHIRE PUC NEW ENGLAND TELEPHONE 971 .10
SEY B | NEW _JERSEY BEL| TELEPHONE, UNITED TELEPHONE .20
NEW MEXICO SCC MOUNTAIN BELL (US WEST), GIE SOUTHWEST, BACA VALLEY TELEPHONE .25
CONTEL OF THE WEST .20
—_— ALL OTHER INDEPENDENTS 210
NEW YORK PSC ALLTEL, NEW YORK TELEPHONE, ROCHESTER TELEPHONE, CONTEL .25
WW .10
NCRTH CAROLINA UC CARGLINA TELEPHONE AND TELEGRAPH, CENTRAL TELEPHONE gg
—_— ROL [NA TH H
NORTH DAKOTA PSC US WEST, NORTH DAKCTA TELEPHONE CO., SRT COMMUNICATIONS, INC. ~25-.55
uou-gg; pmncmgg uor REGULATED
esjopuc NNAT NE_COMPANY, GTE, AMERITECH OHIQ, UNITED TELEPHON .25
OKLAHOMA CC ALLTEL OXLAHOMA .10
GTE SOUTHWEST, SCUTHWESTERN BELL TELEPHONE .25
PENDENT T .10-.25
CREGON PUC US WEST, GTE-NW, UNITED OF THE NORTHWEST, PT1 COMMUNICATIONS .25
| NoN-LEC'PAYPHONES NOT REGULATED ——
PENNSYLVANIA PUC BELL OF PENNSYLVANIA, CONTEL, GTE, UNITED TELEPHONE %(5)
TH T oN PANY .
RHODE ISLAND PUC NEW ENGLAND TELEPHONE COMPANY : .15
SOUTH CAROLINA PSC SCUTHERN BELL (MAS IMPLEMENTED 4-MINUTE TIME LIMIT) 235 2/
GTE, UNITED, CONTEL, ALLTEL - .25
SOUTH DAKOTA PUC US WEST .25
TENNESSEE PSC SOUTH CENTRAL BELL, UNITED INTERMOUNTAIN, GTE SOUTH, ADAMSVILLE TEL., .25
CLAIBORNE TEL., ARDMORE TEL., TENNESSEE TEL., OOLTEWAH-COLLEGEDALE TEL. ﬁg
ALL OTHERS _ .
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TABLE 163 - COIN TELEPHONE RATES FOR MAJOR TELEPHONE COMPANIES

____AGENCY MAJOR TELEPHONE COMPANIES COIN RATE
TEXAS PUC CENTRAL TELEPHONE, CONTEL OF TEXAS, GTE SOUTHWEST, UNITED, SW BELL | .25
UTAH PSC MOUNTAIN STATES TELEPHONE & TELEGRAPH CO. (US WEST) .25
VERMONT PSC CONTEL, NEW ENGLAND TELEPHONE, NORTHFIELD TELEPHONE .10
VIRGINIA SCC C & P TEL., CENTEL, GTE-VA, UNITED INTER-MOUNTAIN, OTHER .25
WASHINGTON UTC CONTEL NORTHWEST, GTE NORTHWEST, PACIFIC NW BELL. (US WEST), TELEPHONE UTILITIES | .25
OF_WASHINGTON, INC., UNITED TELEPHONE OF THE Nu .25
WEST VIRGINIA PSC BA TELEPHONE, GTE SCUTH, GTE WEST VIRGINIA (CONTEL) .25
WISCONSIN PSC GTE, AMERITECH .35
. MOST INDEPENDENTS .25
(REMAINDER OF [NDEPENDENTS RANGE FROM .10 10 .20)
WYOMING PSC US WEST (FORMERLY MOUNTAIN BELL) .35 8/
INDEPENDENTS - _ .25-.35
CANADIAN RTC BELL CANADA, BC TEL, NORTHWESTEL, NEW BRUNSWICK TEL, NEWFOUNDLAND TEL, .25
MARITIME TEL AND TEL, AGT LIMITED, ISLAND TEL ,

FOOTNOTES - TABLE 163 - COIN TELEPHONE RATES

1/ Coin telephones have been deregulated in Iowa (rates vary).

2/ Ten cents at nursing homes, public elementary and secondary schools, city, county and state hospitals, Veterans
Administration Hospital and government owned low-income housing projects.

3/ Only on dial-tone-first coin-phones; 10¢ on other coin phones.

4/ Twenty-six companies have 10¢ rate; 13 companies have 25¢ rate.

5/ Twenty-five cents for Texarkana, AR, due to jurisdictional reciprocity with Texas PUC.
6/ May be flexibly priced below tariffed rate.

7/ Privately owned coin telephones permitted effective 12/1/86 with untariffed local call rates.
8/ 25¢ at public schools.

9/ NET charges 10¢ for the first five minutes and 5¢ for each additional three minutes.
10/ Payphone industry deregulated.
11/ Commission did not respond to request for update }nformation; this data may not be current.

.
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18 January 1996

Ms. Paula Mueller

Secretary of the Commission
Public Utility Commission of Texas
7800 Shoal Creek Blvd.

Austin, Texas 78757

RE: Project No. 14559

Dear Ms. Mueller:

Attached are 15 file copies of the Reply Comments of Consumers Union on Project No.
14559, relating to Pay Telephones. Please file stamp the extra copy for our records.

Sincerely,

InseormeraZs

. Janee Briesemeister
Senior Policy Analyst

Southwest Regional Office 4
@ 1300 Guadalupe - Suite 100 + Austin - Texas 78701-1643 - (512) 477-4431 - FAX (512) 477-8934 b~

—— -



Publisher of Consumer Reports

REPLY OF CONSUMERS UNION
TO THE TEXAS PAYPHONE ASSOCIATION
LOCAL COIN CALL CHARGE CAP PROPOSAL
(Submitted January 5, 1996)
AND TO COST FILINGS MADE IN
PROJECT NO. 14559

18 January 1996

Consumers Union' submits the following reply comments on the proposal
submitted by the Texas Payphone Association on January 5, 1996 in Project No. 14559
and to the cost filings made in Project No. 14559.

On January 5 the Texas Payphone Association (TPA) submitted a proposal to
increase the local coin rate to a cap of 35 cents for a period of approximately one year,
after which the cap would increase to 50 cents on April 1, 1997. Consumers Union
opposes the proposal. An increase in the local coin rate is not justified for all of the
reasons previously stated in our comments submitted in this rulemaking. In addition to
our previous comments, we will respond directly to each of the seven points raised in

TPA’s January 5 filing and to the cost data filed in this project.

!Consumers Union is a nonprofit membership organization chartered in 1936
under the laws of the state of New York to provide consumers with information, education,
and counsel about goods, services, health, and personal finance; and to initiate and
cooperate with individual and group efforts to maintain and enhance the quality of life for
consumers. Consumers Union's income is solely derived from the sale of Consumer
Reports, its other publications and from noncommercial contributions, grants and fees. In
addition to reports on Consumers Union's own product testing, Consumer Reports, with
approximately 5 million paid circulation, regularly carries articles on health, product
safety, marketplace economics, and legislative, judicial, and regulatory actions which affect

consumer welfare. Consumers Union's publications carry no advertising and receive no
commercial support.

Southwest Regional Office
1300 Guadaliupe « Suite 100 * Austin - Texas 78701-1643 * (512) 477-4431 - FAX (512) 477-8934
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1. Cost filings submitted in this project are inadequate and do not justify an
increase above a 25 cent cap.

TPA and GTE filed cost data in Project No. 14559. Southwestern Bell provided
data to the Office of Regulatory Affairs under seal claiming confidentiality. The cost
data that has been filed for public review is wholly inadequate to support a rate increase.
The process adopted by the Commission does not give interested parties and Commission
staff the opportunity to fully analyze and verify the cost information provided. Therefore,
the Commission should not take into consideration the cost information filed or provided
under seal when making its decision in this rulemaking and maintain the local rate
previously set in LEC rate cases.

The cost data and the process adopted by the Commission are inadequate to

support a rate increase in the following respects:

A, The process adopted by the Commission does not give interested
parties and Commission staff the opportunity to conduct discovery on the cost data

provided.

The Commission has allowed those parties seeking a rate increase to file
unverifiable cost data as justification for a 100 percent rate increase. Although all
interested parties were invited to file cost data, non-industry parties obviously do not
have such data on hand. Despite the disparity in access to information, the cost data used
in this proceeding is not subject to discovery. Further, information provided under seal is
not open to public scrutiny, which is contrary to the public interest.?

For example, TPA presents an “average” payphone company derived from a

sample representing one-tenth of its membership. The Commission has provided

% Southwestern Bell has offered to let Consumers Union view the information which is claimed to be
confidential under terms of a protective order. Use of a protective order does not solve the fundamental
problem that whatever information has been provided has been done so on a “trust me” basis, with no
opportunity for further scrutiny. Furthermore, Consumers Union strongly objects to the use of
“confidential” information in a rulemaking process.
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interested parties no opportunity to request and review data from all providers. There is
no way to determine whether the one-tenth of TPA’s membership sampled is indeed a
representative sample, or self-selecting high cost companies. TPA also has included in its
“average” company costs associated with lease commissions, which TPA claims is
proprietary information. TPA has provided “representative” costs for its “average”
cornpa.ﬁy, but there is no way for the Commission to determine the inputs used to
determine those “representative” costs, and whether the “representative” costs constitute
the mean, median, mode, a weighted average, or some other calculation. TPA admits in
the documents filed that several of these cost components vary widely among providers
depending on several factors. TPA has not given the Commission the opportunity to
make its own determination as to what costs are reasonable and relevant.

The information provided by GTE is difficult to decipher, but varies significantly
from that provided by TPA for what should be similar cost components. For example,
GTE depreciates phone and booth at a rate of $0.146 per call (§42.25 monthly total
divided by the reported monthly average number of local caIls, 288), while TPA reports
depreciation expense of $0.08 per call. GTE reports maintenance (including coin
collection expénse) of $0.103 per call (total of reported maintenance expense plus coin
collection divided by the reported average number of calls per month) while TPA reports
$0.061 per call.

~ Although TPA and GTE use cost inputs which vary widely, both arrive at a cost
per call of 39.4 cents. Southwestern Bell also claims to have a per call cost of
approximately 40 cents (comments filed October 19, 1995, p. 5) The discrepancies in
cost inputs indicate the industry may be trying to back out of a particular cost number,
rather than providing accurate cost data to this Commission. It is also difficult to
understand why a company like Southwestern Bell with huge economies of scale, and
over 80,000 installed payphones, many of which must be fully depreciated, would have a
per call cost almost identical to an independent operation. These are the kinds of

questions the Commission should more fully explore before approving a rate increase.
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B. Providing information under seal is not sufficient to ensure the cost
data is reasonable and accurate.

Southwestern Bell has not filed data for public review, but provided information
to the Commission staff under terms of a protective order. Consumers Union has been
given the opportunity to review Southwestern Bell’s confidential data under terms of the
protective order.’ Consumes Union has not signed the protective order. We believe that
giving staff and other parties the opportunity to review data under terms of a protective
order is not sufficient to fully protect the public interest. Were Consumers Union to
review the data provided under seal we would still have no opportunity to request
discovery. Were we to have comments, questions or an analysis of the confidential data
we would not be able to communicate those concerns through comments filed in this
rulemaking.

It is insufficient, whether information is provided publicly or under seal, for the
Commission to set a rate based on the data certain companies are willing to provide. The
Commission, staff, and interested parties should be able to request and review the

information that is necessary to determine a just and reasonable rate.

C. Without the ability to look behind the reported numbers, the

Commission cannot determine if the cost data submitted reflect just and reasonable
expenses,

The information provided by the industry is deficient in many respects, including,
but not limited to the following:

e The information on file does not detail what costs are included in overhead and
whether those costs are just and reasonable.

e The information filed does not provide sufficient information to determine if lease
commissions are just and reasonable.

? This data is currently the subject of an open records request filed by Consumers Union.
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The data does not account for revenue sources and does not reveal whether local calls
made with calling cards, credit cards, and pre-paid calling cards are bringing in
revenue far in excess of their costs.

The Commission does not have data on the impact of new revenue from the 25 cent
set use fee for 1-800 calls.

Is the proper cost standard embedded, or long run incremental cost?
What are the depreciation schedules used and are they reasonable?

What are the opportunities, if any, for end users to make competitive choices with
regard to payphone service?

D. All information before the Commission supports maintaining the 25

cent local coin rate.

2.

The payphone industry requested from the Legislature and received authorization to
charge 25 cents per 1-800 call to compensate them for access to the network. Access
to the network is the same, whether for a local call or 1-800 (if anything, the long
distance call should incur greater costs) Therefore, 25 cents should also be sufficient
to access to the local network, thus justifying a continuation of a 25 cent charge.

The increased number of payphones in Texas indicates that providers are finding

payphones a profitable business at the current 25 cent rate. (See the PUC’s 1995
Status of Competition Report)

The local message unit rate assessed to private payphones by Southwestern Bell and
GTE has been reduced in recent months.

The 25 cent rate for Southwestern Bell and GTE was set by the Commission in each

- company’s rate case. Those companies did not seek an increase in local coin rates in

their most recent rate cases.

It is illogical for the industry to claim a local coin call costs between 39.4 and 40
cents and then say they are willing to accept a 35 cent rate. The industry’s

willingness to accept a supposedly confiscatory rate brings into serious question the
credibility of their cost data.

A transition to 50 cents will not reduce public opposition to a 100 percent

rate hike.
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TPA offers its new proposal as a “transition” to 50 cents, assuming, we suppose,
that the Commission is convinced that 50 cents is a just and reasonable rate. As stated
above and in our previous comments, a rate increase is neither justified, nor just and

reasonable. Consumers will not be fooled by a 10 cent rate increase immediately

followed by a 15 cent rate increase a year later.

3. It is disingenuous for TPA members to justify a rate increase by saying they
intend to pursue other revenue sources and/or cost reductions.

TPA states that its membership is “inclined” to pursue other state and federal
remedies to reduce costs or increase revenue sources. It is unclear whether these new
revenue sources would result in further increased costs for consumers. While Consumers
Union supports the efforts of TPA to find cost reductions which could be passed on to
consumers, TPA also does not commit to pass on cost savings. Regardless, under TPA’s
proposal a 100 percent rate increase is guaranteed to take effect April 1, 1997, reducing
any incentive the industry may have to reduce costs. If there are cost savings to be had,
we recommend the Commission explore those options before considering a rate increase.

TPA has not offered to reduce its 50 cent coin cap once these new revenues and cost

reductions are found.

4, TPA has not proven the payphone industry is in “critical need.” |

In any industry there are efficient and inefficient firms, profitable and unprofitable
ones. Critics often complain that regulation does nothing but protect inefficient
companies from true competition. TPA’s request is a good illustration of that criticism.

TPA claims its members are in “critical need” of cash to cover operating costs.
Investment reports by J.C. Bradford and Co., and Raymond James and Associates, Inc.,

recommend investors buy stock in Communications Central, once of the largest publicly
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traded independent payphone companies in the nation.* Raymond James and Associates
reports payphones will be a “profitable and growing segment of the telecommunications
industry through the rest of the decade.” From the investment analysts’ perspective the
payphone industry itself is not in any “critical need.” It is not in the public interest to

raise payphone coin charges by 100 percent to subsidize inefficient providers in an

otherwise healthy and growing industry.

5. National telecommunications legislation and related Federal
Communications Commission rulemakings bear no relevance to the Texas
proceeding, and if anything will increase payphone revenue, thus reducing the need

for a 100 percent rate increase.

TPA recommends the Commission set a 50 cent rate effective April 1, 1997 to
provide “an opportunity for the results of national telecommunications legislation and
related Federal Communications Commission rulemakings to be known.” If federal
actions are at all determinative of what this Commission should do, then Consumers
Union recommends the Commission do nothing until Congress and the FCC act.
Pending federal legislation would require the FCC to develop a per-call compensation
plan for all interstate and intrastate calls, including subscriber 800 calls. Again, TPA is
not offering to forego the 50 cent rate cap after Congress and the FCC act, therefore its
suggestion that a rate increase is necessary to provide an opportunity for Congress to act
has no merit. If anything, the pending Congressional action is good reason to delay state

action until the payphone provisions of the pending federal telecommunications

legislation are known.

6. The Texas Legislature has recognized the need for a local coin cap
and given the PUC the authority to set a local coin cap.

4 J.C. Bradford & co., Feb. 17, 1995; Raymond James and Associates, Inc., April 7, 1995. (These are

lengthy reports obtained from a public electronic data base. Consumers Union will provide copies upon
request.)



